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RSSRUWXQLW\IRUJDLQRUSURILW+RUFKHU7KHUHIRUHLWLVQRWSRVVLEOHWRHOLPLQDWHWKHH[SRVXUHRUULVNDVWKHUHLV
D OLQHDU UHODWLRQVKLS EHWZHHQ ULVN DQG UHWXUQV %XW WKH ILUPV FDQ PDQDJH WKHVH ULVNV E\ GHSOR\LQJ SURSHU ULVN
PDQDJHPHQWWHFKQLTXHVLQRWKHUZRUGVILUPVFDQKHGJHWKHVHH[SRVXUHV
7KHIDFWWKDWDVLJQLILFDQWQXPEHURIFRUSRUDWLRQVDUHFRPPLWWLQJUHVRXUFHVWRULVNPDQDJHPHQWILQDQFLDOKHGJLQJ
DFWLYLWLHVLQGLFDWHVWKHUROHIRUULVNPDQDJHPHQWLQLQFUHDVLQJWKHILUPYDOXH%DUWUDP%HVLGHVLQFUHDVLQJWKH
YDOXHRIWKHILUPLWDOVRSURYLGHVJUHDWHUFRQVLVWHQF\WRWKHILUPVHDUQLQJVDQGUHGXFHVWKHFRVWRIFDSLWDO0DQJR	
0DMRU&KR
7KH SUHVHQW UHVHDUFK LQWHQGV WR HVWLPDWH WKH H[FKDQJH UDWH H[SRVXUH DQG WKH GHWHUPLQDQWV RI WKH H[FKDQJH UDWH
H[SRVXUHRIWKHILUPVLQ,QGLD([FKDQJHUDWHH[SRVXUHLVWKHXQFHUWDLQW\FUHDWHGE\WKHXQLQWXLWLYHPRYHPHQWLQWKH
H[FKDQJH UDWHVEHWZHHQ WKHFXUUHQFLHV+HNPDQ GHILQHGH[FKDQJH UDWHH[SRVXUH UHIHUUHGDV);H[SRVXUH
KHUHDIWHUDV³WKHVHQVLWLYLW\RILWVHFRQRPLFYDOXHRUVWRFNSULFHWRH[FKDQJHUDWHFKDQJHV´7KHIRUHLJQH[FKDQJH
UDWHH[SRVXUH LVFUHDWHGE\ILUP¶V WUDQVDFWLRQVVXFKDV LPSRUWH[SRUWERUURZLQJ OHQGLQJVXEVLGLDULHV LQIRUHLJQ
FRXQWU\ UR\DOW\ LQFRPHH[SHQVH DQG VR RQ 7KLV H[SRVXUH VR FUHDWHG EULQJV LQ WKH SUREDELOLW\ RI ORVV ZKLFK LV
FDOOHG DV IRUHLJQ H[FKDQJH UDWH ULVN 7KLV LV D XQLTXH ULVN DWWDFKHGZLWK WKH LQWHUQDWLRQDO WUDGH LH ZKHQ ILUPV
RSHUDWHLQPRUHWKDQRQHFRXQWU\
7KHLQWHUQDWLRQDOWUDGHKDVVLJQLILFDQWO\JURZQIROORZLQJWKH6HFRQG:RUOG:DU/DUJHQXPEHURIFRUSRUDWLRQV
VWDUWHGH[SORULQJWKHRSSRUWXQLWLHVLQWKHIRUHLJQFRXQWULHVDVDSDUWRIWKHLUH[SDQVLRQVWUDWHJ\,QGHHGWKHJOREDO
WUDGHZDVYLWDOLQVXFFHVVRIPDQ\EXVLQHVVHV7KHSROLWLFDOHQYLURQPHQWSRVWWKH6HFRQG:RUOG:DUZDVVWDEOHDQG
FRQGXFLYHHQRXJKWRGRVRDQGPRUHLPSRUWDQWO\FUHDWLRQRI:RUOG7UDGH2UJDQLVDWLRQ:RUOG%DQNHWFPDGHWKH
LQWHUQDWLRQDOEXVLQHVVPXFKHDVLHU,QWKH,QGLDQFRQWH[WDIWHUWKHOLEHUDOL]DWLRQRI,QGLDQHFRQRP\LQWKH\HDU
RSHQHG ZLQGRZV IRU JOREDO EXVLQHVV LQ ,QGLD PDQ\ JOREDO PXOWLQDWLRQDO FRUSRUDWLRQV 01&V HQWHUHG ,QGLDQ
PDUNHWV VLPLODUO\PDQ\ ,QGLDQFRPSDQLHVFDVKHG WKLVRSSRUWXQLW\ WRHQWHU IRUHLJQFRXQWULHV%HFDXVHRI WKLV WKH
ILUPVZHUHH[SRVHGWRD);ULVNZKLFKZDVQRWWKHUHZKHQWKH\ZHUHRSHUDWLQJLQWKHGRPHVWLFFRXQWU\+RZHYHU
WKHPDJQLWXGH RI); ULVNZDV YHU\ OHVVZLWK WKH RSHUDWLRQRI%UHWWRQ:RRGV$JUHHPHQW VLJQHGE\PRVW RI WKH
HFRQRPLFDOO\ SRZHUIXO FRXQWULHV LQ WKH \HDU :LWK WKH IDOO RI %UHWWRQ:RRGV 6\VWHP DQG LQWURGXFWLRQ RI
IOH[LEOH H[FKDQJH UDWH UHJLPH LQ WKH \HDU WKHPRYHPHQW RI WKH H[FKDQJH UDWHVEHFDPHYHU\ YRODWLOH DV WKH
H[FKDQJHUDWHEHWZHHQ WKHFXUUHQFLHVRI WZRFRXQWULHVZDVGHWHUPLQHGE\PDUNHW IRUFHV7KLVGHYHORSPHQW LQ WKH
JOREDOHFRQRP\OHDGWRWKHLQFUHDVHGLPSRUWDQFHWR);ULVNPDQDJHPHQW7KHSDVWUHVHDUFKHVFRQGXFWHGRQ);ULVN
PDQDJHPHQWDQGILUPYDOXHLQGLFDWHVWKHPDQDJLQJWKH);ULVNVZLOO LQFUHDVHWKHYDOXHRIWKHILUP0DJHH
$OOD\DQQLV	:HVWRQ&KDQHWDO7KHUHIRUHQRILUPVLQYROYHGLQJOREDOWUDGHFRXOGDIIRUGWRGHPLQH
WKHLPSRUWDQFHRIPDQDJLQJ);H[SRVXUHV
/LWHUDWXUH5HYLHZ
5LVN PDQDJHPHQW LV D FRVWO\ DFWLYLW\ DQG LW VKRXOG DGG YDOXH WR WKH ILUP +RUFKHU  7KHUH DUH PDQ\
HPSLULFDOVWXGLHVZKLFKKDYHH[DPLQHGWKHUHODWLRQVKLSEHWZHHQ);H[SRVXUHDQGILUPYDOXHEXWWKHLUUHVXOWVKDYH
EHHQPL[HG%DUWRY	%RGQDU&KRL	3UDVDG-RULRQIRXQGWKDWILUPYDOXHLVLQVHQVLWLYHWR
WKH H[FKDQJH UDWH IOXFWXDWLRQV +RZHYHU WKH VWXGLHV RI +H 	 1J  %RGQDU 	 *HQWU\  %RRWK 	
5RWHQEHUJIRXQGWKDWH[FKDQJHUDWHPRYHPHQWKDVDVLJQLILFDQWLPSDFWRQWKHILUPYDOXH$VVDLGSUHYLRXVO\
WKHIDFWWKDWODUJHQXPEHURIILUPVLQYROYLQJLQWKH);H[SRVXUHPDQDJHPHQWZHPD\VD\LWKDVDSRVLWLYHLPSDFW
RQ WKH ILUP YDOXH 7KH ILUP YDOXH ZLOO LQFUHDVH RQO\ ZKHQ WKH H[SRVXUH LV PDQDJHG V\VWHPDWLFDOO\ 7KH SULRU
UHVHDUFKHVOLVWWKHVWHSVWREHIROORZHGLQ);H[SRVXUHPDQDJHPHQW
7KHH[LVWLQJOLWHUDWXUHFDWHJRUL]HV);H[SRVXUHVLQWRWKUHHW\SHV)LUVWWUDQVDFWLRQH[SRVXUHZKLFKLVFUHDWHGE\
WKHWUDQVDFWLRQVRIWKHILUPLQYROYLQJFDVKIORZVVXFKDVLPSRUWH[SRUWSD\PHQWUHFHLSWRILQWHUHVWUR\DOW\HWFWKLV
H[SRVXUHLVTXLWHVHULRXVDVWKLVZLOODIIHFWWKHILUPVFDVKIORZVGLUHFWO\7UDQVODWLRQH[SRVXUHLVWKHVHFRQGW\SHRI
); H[SRVXUH ,W LV DOVR FDOOHG DV DFFRXQWLQJ H[SRVXUH DV LW LV FUHDWHG ZKHQ WKH ILQDQFLDO VWDWHPHQWV RI WKH
VXEVLGLDULHV DUH FRQVROLGDWHG ZLWK WKDW RI SDUHQW FRPSDQ\ +RZHYHU WKLV ZLOO QRW DIIHFW WKH FDVK IORZV RI WKH
FRPSDQ\7KHWKLUGW\SHRIH[SRVXUHLVNQRZQDVHFRQRPLFH[SRVXUH,WPHDQVWKDW WKHXQH[SHFWHGFKDQJHLQ WKH
H[FKDQJH UDWHVPD\ DGYHUVHO\ DIIHFW WKH FDVK IORZV RI WKH ILUP LQ WKH IXWXUH7KHGLIIHUHQFH EHWZHHQ WUDQVDFWLRQ
H[SRVXUH DQG HFRQRPLF H[SRVXUH LV WKDW WUDQVDFWLRQ H[SRVXUH GLVWXUEV WKH SUHVHQW FDVK IORZV ZKLOH HFRQRPLF
H[SRVXUHLVDORQJWHUPULVN9LM
7KH WUDQVDFWLRQ H[SRVXUH FDQ EH DIIHFWLYHO\PLQLPL]HG E\ KHGJLQJ 7KHUH DUH YDULRXV WRROV XVHG IRU KHGJLQJ
WUDQVDFWLRQH[SRVXUHWKH\DUHILQDQFLDOLQVWUXPHQWVVXFKDVFXUUHQF\RSWLRQVFXUUHQF\IXWXUHVFURVVFXUUHQF\VZDSV
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RU QRQILQDQFLDO WHFKQLTXHV VXFK DV QDWXUDO KHGJLQJ SDUDOOHO ORDQV DQG LQYRLFH FXUUHQF\ FDQ EH GHSOR\HG LQ
PDQDJHPHQWWKLVH[SRVXUH
7KHWUDQVODWLRQRUEDODQFHVKHHWH[SRVXUHLVKHGJHGYHU\LQIUHTXHQWO\DQGQRQV\VWHPDWLFDOO\DVLWKDVPXFKWRGR
ZLWKWKHUHJXODWRUVJRYHUQLQJWKHILUP¶VDFFRXQWLQJSROLFLHV3DSDLRDQQRX0RUHRYHUILUPVGRQ¶WZRUU\WRR
PXFKDERXWWKLVH[SRVXUHDVLWKDVQRLPSOLFDWLRQVRQWKHFDVKIORZ
(FRQRPLFULVNLVRIWHQKHGJHGDVDUHVLGXDOULVN)LUPVPD\ILQGLWGLIILFXOWWRPHDVXUHDQGKHGJHWKLVH[SRVXUH
VLQFHLWODUJHO\GHSHQGVRQWKHSROLWLFDODQGHFRQRPLFFRQGLWLRQVSUHYDLOLQJZKLFKDWWLPHEHFRPHVXQSUHGLFWDEOH,W
LVVDLGWKDWE\PDQDJLQJWRGD\
VHFRQRPLFH[SRVXUHWKHVKDSHRI WRPRUURZ
V WUDQVDFWLRQDQGWUDQVODWLRQH[SRVXUH
FDQEHFKDQJHGDQGHYHQPXFKUHGXFHG%HON	(GHOVKDLQ)URPWKHDIRUHVDLGGLVFXVVLRQLWFDQEHFRQFOXGHG
WKDW WUDQVDFWLRQ H[SRVXUH DQG HFRQRPLF H[SRVXUH FDQ EH PDQDJHG ZKLOH WUDQVODWLRQ H[SRVXUH LV DQ DFFRXQWLQJ
UHODWHGLVVXHDQGGRQRWDIIHFWWKHILUP¶VFXUUHQWFDVKIORZ
(FRQRPLFH[SRVXUHLVDORQJWHUPULVNDQGLPSDFWVWKHILUPVORQJWHUPFDVKIORZV7KHUHIRUHWKHFXUUHQWVWXG\
IRFXVHV RQ WKH HFRQRPLF H[SRVXUH2QH RI WKH FKDOOHQJH LQPDQDJLQJ WKH HFRQRPLF H[SRVXUH LV RIPHDVXULQJ LW
7KHUHDUHPDQ\VWXGLHVLQGLVFXVVLQJWKHYDULRXVPHWKRGVXVHGWRPHDVXUHWKHHFRQRPLFH[SRVXUH&DSLWDOPDUNHW
PRGHODSSHDUV WREH WKHH[WHQVLYHO\XVHGPHWKRG WRPHDVXUH WKHH[SRVXUH:KLOH WKHUHDUHIHZVWXGLHVXVLQJ WKH
FDVKIORZVWRTXDQWLI\WKHH[SRVXUH7KHGHWDLOHGGLVFXVVLRQRQERWKWKHPHWKRGVDUHGRQHEHORZ
2.1. Capital Market Approach 
&DSLWDO PDUNHW DSSURDFK XVHV VLPSOH WZR IDFWRU UHJUHVVLRQ WR HVWLPDWH WKH HFRQRPLF H[SRVXUH VHQVLWLYLW\
FRHIILFLHQWRI LQGLYLGXDOILUPV$WZRIDFWRUPRGHOZKHUHRit WKHUHWXUQRQFRPSDQ\ i¶VVWRFNDW WLPH tRmtLV WKH
PDUNHWUHWXUQRIWKHPDUNHWDQGeitLVWKHH[FKDQJHULVNIDFWRU7KLVPRGHOFDQEHGHVFULEHGDVEHORZ
Rit = Į + ȕ1eit + ȕ2Rmt + vit 
)URP WKH DERYH UHJUHVVLRQ PRGHO FRHIILFLHQWV ȕ1 DQG ȕ2 SURYLGH WKH PHDVXUH RI H[FKDQJH UDWH H[SRVXUH DQG
PDUNHWULVNRIWKHILUPivitLVWKHHUURUWHUP7KHVLPLODUHTXDWLRQLVHPSOR\HGE\$GOHU	'XPDV%RGQDU	
*HQWU\ DQG -RULRQ 7KLVPRGHO LVRIWHQXVHG WRH[DPLQH WKHQXOOK\SRWKHVLV WKDW WKHH[FKDQJH UDWH
IOXFWXDWLRQV KDYH QR HIIHFW RQ VWRFN UHWXUQV LHHO: ȕ1 = 0 7KH DOWHUQDWH K\SRWKHVLV LVH1: ȕ1 = 0 7KH VLJQ RI
H[FKDQJHUDWHFRHIILFLHQWFDQEHSRVLWLYHRUQHJDWLYHGHSHQGLQJRQWKHIRUHLJQFXUUHQF\FDVKIORZVRIWKHILUP)RU
H[DPSOHWKHILUPZLWKIRUHLJQFXUUHQF\SD\DEOHZLOOEHQHILWIURP5XSHHDSSUHFLDWLRQDVWKHILUP¶VFRVWLQWHUPVRI
5XSHHVZRXOGFRPHGRZQGXH WR WKHDSSUHFLDWLRQ LQGRPHVWLF FXUUHQF\&RQYHUVHO\ ILUPVZLWK IRUHLJQFXUUHQF\
UHFHLYDEOHVZRXOG EHQHILW IURP WKH5XSHHV DSSUHFLDWLRQ DJDLQVW IRUHLJQ FXUUHQF\ DV WKH FDVK LQIORZ LQ WHUPV RI
5XSHHVZRXOGLQFUHDVHEHFDXVHRIWKHGHSUHFLDWLQJ5XSHHV$ILUPZLWKSRVLWLYHEHWDFRHIILFLHQWZRXOGEHQHILWIURP
5XSHHDSSUHFLDWLRQDQGDILUPZLWKQHJDWLYHEHWDFRHIILFLHQWZRXOGQRWEHQHILWIURPWKH5XSHHDSSUHFLDWLRQ,WDOVR
PHDQVWKHILUPZLWKIRUHLJQFXUUHQF\SD\DEOHLVOLNHO\WRKDYHSRVLWLYHFRHIILFLHQWDQGYLFHYHUVD
2.2 Cash Flow Approach 
7KH FDVK IORZ DSSURDFK HPSOR\V D XQFRPSOLFDWHG PRGHO WR PHDVXUH D ILUP
V H[SRVXUH WR WKH H[FKDQJH UDWH
FKDQJHVZLWKRXWXVLQJVWRFNUHWXUQDQGPDUNHWUHWXUQGDWD7KHHPSLULFDOVWXGLHVRQH[FKDQJHUDWHH[SRVXUHXVLQJ
FDSLWDOPDUNHWDSSURDFKIRUH[DPSOH&KRL	3UDVDG6WXO]-RULRQ$OOD\DQQLVHWDOLQWKH
SDVWIRXQGORZOHYHOVRIH[FKDQJHUDWHH[SRVXUHIRUPRVWILUPVHYHQZKLOHWKHILUPVVWXGLHGKDGIDLUO\ODUJHIRUHLJQ
RSHUDWLRQV 7KLV KDV EHHQ FRQVLGHUHG VRPHZKDW RI D SX]]OH E\ %RGQDU 	 0DUVWRQ  1RQH RI WKH DERYH
PHQWLRQHG VWXGLHV DUHDFFRXQWLQJH[SOLFLWO\ IRU ILUPEHKDYLRU VR LWZDVGLIILFXOW WR LQWHUSUHW DQGXQGHUVWDQG WKHLU
ILQGLQJVRIORZH[SRVXUHLQWHUPVRIHFRQRPLFEHKDYLRURIILUP7KHUHIRUH%RGQDU	0DUVWRQGHYHORSHGD
QHZPRGHOWRPHDVXUHWKHHFRQRPLFH[SRVXUH
į h1 + (h1 – h2) ((1/r) – 1)
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ZKHUH į LV H[SRVXUH HODVWLFLW\ DQG LV WKH IXQFWLRQ RI RQO\ WKUHH YDULDEOHV h1 (IRUHLJQ FXUUHQF\GHQRPLQDWHG
UHYHQXH DV D SHUFHQW RI WRWDO UHYHQXH, h2 IRUHLJQ FXUUHQF\GHQRPLQDWHG FRVWV DV D SHUFHQW RI WRWDO FRVWV DQG r 
SURILWVDVDSHUFHQWRIWRWDOUHYHQXHV
7KHGHOWDFDOFXODWHGXVLQJWKHPRGHOPD\EHSRVLWLYHRUQHJDWLYH3URILWRI WKHILUPVZLWKSRVLWLYHGHOWDZRXOG
LQFUHDVHZLWKWKHGRPHVWLFFXUUHQF\DSSUHFLDWLRQZKLOHWKHSURILWVRIILUPVZLWKQHJDWLYHGHOWDZRXOGORVHIURPWKH
GRPHVWLFFXUUHQF\DSSUHFLDWLRQ
7KH ODWWHU PRGHO LV QRW YHU\ H[WHQVLYHO\ XVHG LQ WKH OLWHUDWXUH EXW LW LV D YHU\ HIIHFWLYH WRRO WR PHDVXUH WKH
H[FKDQJH UDWH H[SRVXUH(VSHFLDOO\ZKHQ WKH H[SRVXUHVRI WKHXQOLVWHG ILUPV DUH WREHPHDVXUHGZKHUH WKH VWRFN
UHWXUQGDWDLVQRWDYDLODEOHWKLVPRGHOZLOOEHH[WUHPHO\XVHIXO
7KHFXUUHQWVWXG\SURSRVHVWRHPSOR\ERWKPRGHOV7KHSLORWVWXG\XVLQJERWKWKHPRGHOVLVGRQHDQGWKHUHVXOWV
DUHUHSRUWHGLQWKHQH[WVHFWLRQ
'DWDDQG6DPSOH
7KHVWXG\ZRXOGEHHPSLULFDODQGWKHGDWDIRUWKHVWXG\ZRXOGEHFROOHFWHGIURPWKHVDPSOHFRPSDQLHV7HQ
ILUPVHDFKIURP&1;1LIW\ LQGH[&1;0LGFDS LQGH[DQG&1;6PDOOFDS LQGH[ZDVFKRVHQIRU WKHVWXG\&1;
1LIW\LQGH[LVWKHEHQFKPDUNLQGH[RI1DWLRQDO6WRFN([FKDQJH16(WKHODUJHVWVWRFNPDUNHWRI,QGLD&1;1LIW\
LQGH[ FRQVWLWXWHV FRPSDQLHV DQG WKHPDUNHW FDSLWDOL]DWLRQRI WKLV LQGH[ FRQWULEXWHV DERXWSHUFHQW WR WKH
WRWDOPDUNHW FDSLWDOL]DWLRQ RI16( 7KHPLG FDS FRPSDQLHV DUH FRQVWLWXHQWV RI1LIW\0LGFDS LQGH[ RI16( DQG
FRQWULEXWH  SHUFHQW WR WKH WRWDO PDUNHW FDSLWDOL]DWLRQ 7KH VPDOO FDS FRPSDQLHV DUH FRQVWLWXHQWV RI &1;
6PDOOFDSLQGH[RI16(DQGFRQWULEXWHSHUFHQWWRWKHWRWDOFRQWULEXWLRQ
3.1. Data 
7KHZHHNO\VWRFNUHWXUQRIDVDPSOHRIFRPSDQLHVIURP&1;1LIW\&1;0LGFDSDQG&1;6PDOOFDS,QGH[
SDUWRIRYHUDOOVDPSOHFROOHFWHGIURPWKH&,0(3URZHVVGDWDEDVHIRUDSHULRGVWDUWLQJIURP$SULOWR0DUFK
 &RUUHVSRQGLQJ GDWD RQ LQGH[ ZDV FROOHFWHG IURP 16( ZHEVLWH 7KH ZHHNO\ GDWD RQ 1RPLQDO (IIHFWLYH
([FKDQJH5DWH 1((5 LQGH[ZKLFK LV WKH WUDGHEDVHGZHLJKWHG LQGH[DJDLQVWPDMRUFXUUHQFLHVSXEOLVKHGE\
5%,LVXVHGIRUWKHH[FKDQJHUDWH$Q\LQFUHDVHGHFUHDVHLQWKHVHLQGLFHVUHSUHVHQWVDSSUHFLDWLRQGHSUHFLDWLRQRI
,15DJDLQVW DEDVNHW RI IRUHLJQ FXUUHQFLHV'DWDRQYDULDEOHV RI WKH FDVK IORZDSSURDFKZDV DOVR FROOHFWHG IURP
&0,(3URZHVVIRUDSHULRGRI
5HVXOWVDQG'LVFXVVLRQV
7KHH[FKDQJHUDWHH[SRVXUHRIWKHVDPSOHFRPSDQLHVXVLQJFDSLWDOPDUNHWDSSURDFKLVJLYHQEHORZ$PRQJWKH
VDPSOHILUPVILYHRIWKHPKDGWKHVLJQLILFDQWH[SRVXUH$PRQJWKHFRQVWLWXHQWVRI&1;1LIW\LQGH[SHUFHQW
RIILUPVZHUHIRXQGVLJQLILFDQWO\H[SRVHGWRWKHH[FKDQJHUDWHULVNZKLOHQRQHRIVDPSOHILUPVLQWKH&1;0LGFDS
LQGH[SHUFHQWRIWKH&1;VPDOOFDSILUPVZHUHVLJQLILFDQWO\H[SRVHGWRWKHH[FKDQJHUDWHIOXFWXDWLRQV2YHUDOO
ILUPVZHUHSRVLWLYHO\H[SRVHGDQGILUPVZHUHQHJDWLYHO\H[SRVHG+RZHYHUSHUFHQWRIFRQVWLWXHQWILUPVRI
&1;1LIW\LQGH[ZHUHQHJDWLYHO\H[SRVHGDQG&1;6PDOOFDSILUPVZHUHSRVLWLYHO\H[SRVHG
7DEOH7\SHRI([SRVXUH
6LJQRIWKH([SRVXUH &1;1LIW\ &1;0LGFDS &1;6PDOOFDS 7RWDO
3RVLWLYH([SRVXUH    
1HJDWLYH([SRVXUH    
%DVHGRQIRUHLJQFXUUHQF\FDVKIORZVRIWKHILUPVLWLVSRVVLEOHWRSUHGLFWWKHVLJQRIWKHFRHIILFLHQW7KHILUPV
ZLWKQHWIRUHLJQFXUUHQF\SD\DEOHVLQWXLWLYHO\VKRXOGKDYHSRVLWLYHFRHIILFLHQWDQGYLFHYHUVD7KLVFDQEHFRPSDUHG
ZLWKWKHVLJQRIFDOFXODWHGFRHIILFLHQWVWRPHDVXUHWKHSRZHURISUHGLFWLRQ$VJLYHQLQ7DEOHZKHQWKHH[FKDQJH
UDWH H[SRVXUH LV HVWLPDWHG XVLQJ WKH FDSLWDO PDUNHW PRGHO LW ZDV IRXQG WKDW  WLPHV WKH H[SHFWHG VLJQ RI WKH
H[SRVXUHZDVIDOVH,QRWKHUZRUGVLWZDVIRXQGVWRFNSULFHVRIWKHILUPVZLWKQHWIRUHLJQFXUUHQF\SD\DEOHVZRXOG
JR XSZLWK WKH 5XSHH GHSUHFLDWLRQ DQG LW DOVRPHDQV WKH ILUPVZRXOG ORVHZLWK WKH 5XSHH DSSUHFLDWLRQ 7KLV LV
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FRXQWHULQWXLWLYH7KHFKLVTXDUHWHVWUHVXOWVDOVRLQGLFDWHWKDWWKHUHLVQRVLJQLILFDQWDVVRFLDWLRQEHWZHHQWKHVLJQRI
WKHH[SRVXUHH[SHFWHGEDVHGRQWKHFDVKIORZVDQGWKHVLJQRIH[SRVXUHFRHIILFLHQWVFDOFXODWHGXVLQJFDSLWDOPDUNHW
PRGHO7KHVDPHFRQFHUQVZHUHH[SUHVVHGE\%RGQDU	0DUVWRQ
7DEOH([SHFWHGYHUVXV&DOFXODWHG6LJQRIWKH([SRVXUH
 &$30SUHGLFWHG
VLJQ±3RVLWLYH
&$30SUHGLFWHG
6LJQ1HJDWLYH
7RWDO
([SHFWHGVLJQEDVHGRQ
FDVKIORZV±3RVLWLYH
  
([SHFWHGVLJQEDVHGRQ
FDVKIORZV1HJDWLYH
  
7RWDO   
ǣ૏ 6LJ
+RZHYHU -RULRQ  &KRL 	 3UDVDG  DQG %RGQDU 	 *HQWU\  RSLQHG WKDW XQGHU WKH HIILFLHQW
PDUNHW DVVXPSWLRQV WKH VWRFN SULFH GLVFRXQWV DOO WKH LQIRUPDWLRQ 7KHUHIRUH WKH FRHIILFLHQW KDV GLVFRXQWHG WKH
IXWXUH H[SHFWDWLRQ DERXW WKH FRPSDQ\ ,I QRW SHUIHFWO\ HIILFLHQWPDUNHWZH DUH RSHUDWLQJ LQ WKH QHDU WR HIILFLHQW
PDUNHW+RZHYHU WKLVPRGHO FDQ EH IDXOWHG RQ WZR JURXQGV RQH QRW DOO WKH ILUPVZLWK VLJQLILFDQW SDUW RI WKHLU
LQFRPHH[SHQVHV LQ IRUHLJQFXUUHQF\ LV VWDWLVWLFDOO\ VLJQLILFDQWO\H[SRVHG VHFRQG WUHDVXU\PDQDJHUZRXOGQRWEH
DEOHWRXVHWKLVPRGHODVWRPHDVXUHWKHH[FKDQJHUDWHH[SRVXUH7KLVSURYLGHVDVXIILFLHQWDUJXPHQWWRXVHWKHFDVK
IORZPRGHO7KHWDEOHJLYHQEHORZVKRZVWKHFRPSDULVRQEHWZHHQH[SHFWHGVLJQLH LQWXLWLYHLPSDFWRIH[FKDQJH
UDWHEDVHGRQQHWFDVKIORZDQGWKHSUHGLFWHGVLJQLHVLJQRIWKHEHWDFRHIILFLHQWIRUWKHH[FKDQJHUDWH
7KLVZRXOGEHUHVROYHGZKHQFDVKIORZPRGHOLVXVHGWRPHDVXUHWKHH[SRVXUH$VWKHGHOWDZRXOGEHFDOFXODWHG
XVLQJ WKH FDVK IORZV 7KH H[FKDQJH UDWH H[SRVXUH RI WKH VDPH VDPSOH ILUPV LV PHDVXUHG XVLQJ WKH FDVK IORZ
DSSURDFK7KH UHVXOWV DUH VKRZQ LQ7DEOH7KH H[FKDQJH UDWH H[SRVXUH HVWLPDWHGXVLQJ WKLVPRGHO SUHGLFWV WKH
YDULDELOLW\RIWKHSURILWVWRWKHH[FKDQJHUDWHPRYHPHQWV$VVHHQLQWKHWDEOHDERYHZHILQGSHWUROHXPFRPSDQLHV
DUHKLJKO\VHQVLWLYHWRWKHH[FKDQJHUDWHIOXFWXDWLRQVDQGKDYHWKHKLJKHUGHOWD7KLVPHDVXUHPHQWRIWKHH[SRVXUH
ZRXOGKHOSILUPVLQPDQDJLQJWKHH[SRVXUH
7DEOH([FKDQJH5DWH([SRVXUH±&DVK)ORZ0RGHO
&1;1LIW\ ([SRVXUH
$&&/WG 
$PEXMD&HPHQWV/WG 
$VLDQ3DLQWV/WG 
%KDUDW+HDY\(OHFWULFDOV/WG 
%KDUDW3HWUROHXP&RUSQ/WG 
%KDUWL$LUWHO/WG 
&DLUQ,QGLD/WG 
&LSOD/WG 
'/)/WG 
'U5HGG\
6/DERUDWRULHV/WG 
&1;0LGFDS 
$%%,QGLD/WG 
$GLW\D%LUOD1XYR/WG 
$PDUD5DMD%DWWHULHV/WG 
$SROOR+RVSLWDOV(QWHUSULVH/WG 
$SROOR7\UHV/WG 
$UYLQG/WG 
$VKRN/H\ODQG/WG 
$XURELQGR3KDUPD/WG 
%DWD,QGLD/WG 
%KDUDW(OHFWURQLFV/WG 
&1;6PDOOFDS 
$%*6KLS\DUG/WG 
$EDQ2IIVKRUH/WG 
$MDQWD3KDUPD/WG 
$ORN,QGXVWULHV/WG 
$OVWRP,QGLD/WG 
$PWHN$XWR/WG 
$QDQW5DM/WG 
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$VWUD]HQHFD3KDUPD,QGLD/WG 
%$6),QGLD/WG 
%(0//WG 
,QODUJHSDUWRIWKHVWXGLHVLQWKHSDVWRQIDFWRUVLQIOXHQFLQJWKHHFRQRPLFH[SRVXUHXVHGWKHFDSLWDOPDUNHWPRGHO
WRPHDVXUHWKHH[SRVXUHDQGWKHUHVXOWVZHUHGLYHUJHQW7KLVFRXOGEHSDUWLDOO\GXHWKHPHDVXUHPHQWWHFKQLTXHXVHG
&DVKIORZPRGHOPD\EHXVHGWRPHDVXUHH[SRVXUHZKLFKLVPRUHLQWXLWLYHDQGIUHHIURPRWKHUIDFWRUV
&RQFOXVLRQ
:HILUVWORRNHGWKHWHFKQLTXHVXVHGLQWKHOLWHUDWXUHWRPHDVXUHWKHHFRQRPLFH[SRVXUHRIWKHILUPV7KHUHZHUH
WZR EURDG PHWKRGV XVHG IRU PHDVXUHPHQW LH FDSLWDO PDUNHW PRGHO DQG FDVK IORZ PRGHO 7KH H[FKDQJH UDWH
H[SRVXUHRIWKHWKLUW\VDPSOH,QGLDQOLVWHGILUPVZDVFRPSXWHGXVLQJERWKWKHPRGHOV7KHUHVXOWVLQGLFDWHGWKDWWKH
H[SRVXUHPHDVXUHGXVLQJFDSLWDOPDUNHWPRGHOVZHUHFRXQWHULQWXLWLYH7KLVPDGHWKHIXUWKHUDQDO\VLVGLIILFXOWDQG
XQUHOLDEOH+RZHYHUWKHUHLVQRGHQ\LQJWKHIDFWWKDWWKLVPRGHOPD\EHXVHIXOLQSRUWIROLRPDQDJHPHQW:KLOHWKH
FDVKIORZPRGHOZKLFKXVHVWKHIRUHLJQFXUUHQF\FDVKIORZVWRPHDVXUHWKHILUP¶VVHQVLWLYLW\WRWKHH[FKDQJHUDWH
ZDV PRUH LQWXLWLYH 7KLV PHDVXUHPHQW PRGHO FDQ EH HYHQ XVHG WR IRUPXODWH WKH ILUPV VWUDWHJ\ WR PDQDJH WKH
HFRQRPLFH[SRVXUH
/DUJHSDUWRIWKHVWXGLHVLQWKHSDVWRQIDFWRUVLQIOXHQFLQJWKHHFRQRPLFH[SRVXUHZHIRXQGFDSLWDOPDUNHWPRGHO
ZDVXVHGWRPHDVXUHILUP¶VHFRQRPLFH[SRVXUHDQGWKHUHVXOWVZHUHIRXQGLQFRQVLVWHQW:HVXJJHVWWKDWODWWHUPRGHO
ZRXOGEHYHU\HIILFLHQWWRILQGRXWWKHIDFWRUVLQIOXHQFLQJWKHH[SRVXUH
5HIHUHQFHV
$GOHU0	'XPDV%([SRVXUHWR&XUUHQF\5LVN'HILQLWLRQDQG0HDVXUHPHQWFinancial Management (pre-1986)S
$OOD\DQQLV*,KULJ-	:HVWRQ-3([FKDQJHUDWHKHGJLQJ)LQDQFLDOYHUVXVRSHUDWLRQDOVWUDWHJLHVThe American Economic Review
SS±
$OOD\DQQLV*	:HVWRQ-37KHXVHRI IRUHLJQFXUUHQF\GHULYDWLYHVDQGILUPPDUNHWYDOXHThe Review of Financial Studies
SS±
$QRQ16($YDLODEOHDWKWWSZZZQVHLQGLDFRPSURGXFWVFRQWHQWHTXLWLHVLQGLFHVFQ[BQLIW\KWP
%DUWRY(	%RGQDU*0)LUPYDOXDWLRQHDUQLQJVH[SHFWDWLRQVDQGWKHH[FKDQJHUDWHH[SRVXUHHIIHFWThe Journal of Finance
S
%DUWUDP60&RUSRUDWH5LVN0DQDJHPHQW$VD/HYHU)RU6KDUHKROGHU9DOXH&UHDWLRQFinancial Markets, Institutions and Instruments
SS±
%HON3$	(GHOVKDLQ'-)RUHLJQH[FKDQJHULVNPDQDJHPHQWWKHSDUDGR[Managerial FinanceSS±
%RGQDU*0	*HQWU\:0([FKDQJHUDWHH[SRVXUHDQGLQGXVWU\FKDUDFWHULVWLFV(YLGHQFHIURP&DQDGD-DSDQDQGWKH86$Journal 
of International Money and FinanceS
%RGQDU *0	0DUVWRQ 5&  ([FKDQJH UDWH H[SRVXUH $ VLPSOHPRGHO ,QGlobal Risk Management: Financial, Operational, and 
Insurance Strategies,QWHUQDWLRQDO)LQDQFH5HYLHZ(PHUDOG*URXS3XEOLVKLQJ/LPLWHGSS±
%RRWK/	5RWHQEHUJ:$VVHVVLQJIRUHLJQH[FKDQJHH[SRVXUHWKHRU\DQGDSSOLFDWLRQXVLQJ&DQDGLDQILUPVJournal of International 
Financial Management & Accounting
&KDQ.&6HRZ*6	7DP.)RUHLJQH[FKDQJHULVNDQGILUPYDOXH$QDQDO\VLVRI86SKDUPDFHXWLFDOILUPVManagerial Finance
SS±
&KR'7KH,PSDFWRI5LVN0DQDJHPHQW'HFLVLRQVRQ)LUP9DOXH*RUGRQ¶V*URZWK0RGHO$SSURDFKJournal of Risk and Insurance 
(1986-1998)S
&KRL--	3UDVDG$0([FKDQJHULVNVHQVLWLYLW\DQGLWVGHWHUPLQDQWV$ILUPDQGLQGXVWU\DQDO\VLVRI86PXOWLQDWLRQDOVFinancial 
ManagementS
+H-	1J/.7KHIRUHLJQH[FKDQJHH[SRVXUHRI-DSDQHVHPXOWLQDWLRQDOFRUSRUDWLRQVThe Journal of FinanceSS±
+HNPDQ&50HDVXULQJ)RUHLJQ([FKDQJH([SRVXUH$3UDFWLFDO7KHRU\DQG,WV$SSOLFDWLRQFinancial Analysts JournalS
+RUFKHU.$Essentials of Financial Risk ManagementVWHG1HZ-HUVH\-RKQ:LOH\	6RQV,QF
-RULRQ37KH([FKDQJH5DWH([SRVXUHRI860XOWLQDWLRQDOVThe Journal of BusinessS
-RULRQ37KH3ULFLQJRI([FKDQJH5DWH5LVNLQWKH6WRFN0DUNHWJournal of Financial and Quantitative AnalysisS
0DJHH6)RUHLJQ&XUUHQF\+HGJLQJDQG)LUP9DOXH$'\QDPLF3DQHO$SSURDFKSSRN Working Paper Series
0DQJR'	0DMRU-$0HDVXULQJWKH0DUNHW9DOXHRI5LVN0DQDJHPHQWRisk ManagementSS±
3DSDLRDQQRX0Exchange Rate Risk Measurement and Management: Issues and Approaches for Firms
6WXO]502SWLPDO+HGJLQJ3ROLFLHVJournal of Financial and Quantitative PoliciesSS±
9LM0-RXUQDORI0DQDJHPHQW5HVHDUFKJournal of Management ResearchSS±

